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What GAO Found

Income and wealth disparities among older households were wider in the United
States than in selected countries from 1998 through 2019, according to GAO’s
review of households headed by those 55 and older. For example, in 2007, the
median, or “typical,” income of high-income older households in the United
States was about 12 times greater than that of low-income households,
compared to about 6 times in Germany and about 10 times in the United
Kingdom (see figure). GAO’s analysis also indicates that income and wealth
were more concentrated at the top of high-income and high-wealth older
households in the United States, compared to other households in either the
United States or selected countries. Further, GAQO’s analysis shows that high-
wealth older households in the United States and United Kingdom held a greater
proportion of their wealth in financial assets, relative to middle-wealth
households. Still, homes and other non-financial assets made up the majority of
total wealth for all older households GAO reviewed.
|
Median Income of Older Households in the U.S. and Selected Countries, by Quintile
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Data table for Median Income of Older Households in the U.S. and Selected Countries, by Quintile

United
States

Canada

Germany

United
Kingdom

United
States

Canada

Germany

Year

1998
2001
2004
2007
2010
2013
2016
2019

1999
2005
2012
2016

2002
2007
2012
2017

2007
2009
2011
2013
2015
2017

Year

1998
2001
2004
2007
2010
2013
2016
2019

1999
2005
2012
2016

2002
2007
2012

Quintile 1

(Low-Income)

8,998.51

11,053.21
12,840.05
12,880.56
14,609.95
13,645.29
14,234.97
14,083.42

13,101.58
14,009.19
13,642.45
14,909.88

15,489.19
15,061.02
15,487.71
16,705.69

8,110.62
9,370.87
14,251.19
12,505.37
12,374.24
13,115.77

Quintile 2

21,626
23,396
26,766
27,086
28,628
26,808
28,706
29,680

21,752
24,945
25,650
27,836

24,151
24,069
24,223
26,817

15,598
17,089
22,986
20,655
21,702
22,449

Quintile 3

(Middle-Income)

36,846.90
41,220.30
45,378.38
44,042.99
46,076.45
44,895.14
50,870.01
50,726.70

32,985.29
37,523.84
40,549.55
44,124.69

34,371.79
33,423.98
34,321.41
37,912.38

25,168.51
27,277.19
34,989.39
31,091.98
33,583.43
34,920.33

Confidence Intervals, Quintiles 1, 2 and 3

Quintile 1
(Low-Income)

Lower
Limit
8,143.54
10,176.30
11,429.44
11,968.29
13,924.53
12,784.11
13,328.71
12,717.24

12,832.71
13,097.81
13,020.05
14,539.53

14,977.63
14,529.35
14,922.33

Upper
Limit
9,853.48
11,930.13
14,250.67
13,792.82
15,295.36
14,506.46
15,141.23
15,449.60

13,370.45
14,920.58
14,264.85
15,280.23

16,000.75
15,592.69
16,053.09

Page ii

Quintile 2
Lower Upper
Limit Limit
20,761 22,491
22,147 24,644
25,408 28,124
25,642 28,531
27,884 29,372
25,692 27,923
27,407 30,005
28,703 30,657
21,394 22,111
24,101 25,788
24,917 26,383
27,045 28,627
23,636 24,666
23,590 24,549
23,812 24,634
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Quintile 5
Quintile 4  (High-Income)
61,781.26 128,559.59
72,261.12 150,518.40
77,313.07 162,957.87
74,710.50 155,754.51
75,510.63 158,457.83
73,809.97 161,923.05
84,470.80 185,242.58
84,364.06 186,052.22
49,983.31 91,771.32
54,396.58 93,983.56
61,890.84 110,404.63
67,461.58 122,402.18
48,939.41 85,896.04
49,783.23 89,394.39
50,875.29 93,316.29
57,168.56 101,979.35
42,294.54 83,957.70
44,521.91 86,491.33
54,371.99 98,848.80
48,201.24 88,544.43
51,670.77 94,612.87
53,255.16 94,901.24
Quintile 3
(Middle-Income)
Lower Limit = Upper Limit
35,128.80 38,565.01
39,156.33 43,284.27
43,527.13 47,229.63
41,769.04 46,316.94
44,803.29 47,349.61
43,361.63 46,428.66
49,123.36 52,616.66
48,768.13 52,685.27
32,322.10 33,648.49
36,358.08 38,689.59
39,736.02 41,363.07
43,365.51 44,883.87
33,792.15 34,951.43
32,783.50 34,064.45
33,697.21 34,945.60



United
Kingdom

United States

Canada

Germany

United
Kingdom

Year

2017

2007
2009
2011
2013
2015
2017

Quintile 1

Quintile 3

(Low-Income) Quintile 2 (Middle-Income)
Lower Upper Lower Upper
Limit Limit Limit Limit Lower Limit = Upper Limit

15,925.85 17,485.52 26,297 27,337 37,405.78 38,418.98

7,846.19 8,375.05 15,390 15,806 24,898.60 25,438.41

8,995.51 9,746.24 16,813 17,365 26,883.02 27,671.37

13,914.62 14,587.76 22,707 23,266 34,477 .44 35,501.34

12,205.10 12,805.65 20,374 20,935 30,685.57 31,498.39

11,896.21 12,852.26 21,265 22,139 33,095.46 34,071.40

12,730.00 13,501.55 22,079 22,819 34,483.65 35,357.01

Confidence Intervals, Quintiles 4 and 5.
Quintile 4 Quintile 5
Year (High-Income)
Lower Limit Upper Limit Lower Limit Upper Limit

1998 58,567.33 64,995.20 113,121.81 143,997.37
2001 68,576.85 75,945.40 137,727.20 163,309.58
2004 73,227.50 81,398.63 148,559.86 177,355.88
2007 70,889.22 78,531.77 138,205.08 173,303.93
2010 72,721.48 78,299.78 148,890.43 168,025.23
2013 71,359.26 76,260.69 149,416.75 174,429.36
2016 81,351.12 87,590.48 172,019.93 198,465.22
2019 81,865.15 86,862.98 174,032.91 198,071.53
1999 48,835.69 51,130.93 87,948.60 95,594.03
2005 52,587.72 56,205.44 87,476.25 100,490.86
2012 60,435.40 63,346.27 105,211.13 115,598.12
2016 66,036.77 68,886.39 117,153.38 127,650.99
2002 47,945.05 49,933.77 81,737.82 90,054.27
2007 48,660.28 50,906.18 86,191.39 92,597.40
2012 49,751.91 51,998.68 89,792.04 96,840.54
2017 55,832.84 58,504.27 98,341.80 105,616.91
2007 41,768.25 42,820.84 81,551.96 86,363.44
2009 43,836.59 45,207.22 83,780.90 89,201.76
2011 53,487.58 55,256.40 95,879.13 101,818.48
2013 47,407.33 48,995.15 85,505.45 91,583.41
2015 50,944.86 52,396.68 91,002.09 98,223.64
2017 52,383.07 54,127.24 91,936.04 97,866.44

Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. |
GA0O-22-103950

Note: GAO sorted households into quintiles based on income when the survey respondent, their
partner or spouse, or both reported being 55 or older. For each quintile, GAO calculated median
income, meaning the income of the “typical” household. GAO converted estimates to 2017 U.S. Dollar
purchasing power parities, which were the most recent available at the time. Confidence intervals are
reported at either the 99 or 95 percent level based on the availability of Luxembourg Wealth Study
data.

Although the wealth data GAO reviewed indicate wider disparities in the United
States than in selected countries over the period of review, these data did not
include the estimated value of retirement benefits that older households expect to
receive from public and private sources. GAO and some researchers have
demonstrated how incorporating the value of these expected retirement benefits
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shows wealth disparities that are somewhat smaller than measures that omit
these benefits.

GAOQ’s analysis indicates that higher income and wealth are associated with
living longer among older individuals in the United Kingdom and United States.
To compare survival between the United Kingdom and United States, GAO used
data from 2002 through 2012, which are the most recent years for which there
are reliable mortality data for both countries. The data sets GAO used for this
analysis are unique in that they are representative of older individuals in the
United Kingdom and United States and follow the same individuals as they age,
while tracking their mortality over time, as well as their income, wealth, and other
demographic information. As a result, GAO examined survival rates over a 10-
year period, as a proxy for longevity.

GAO found that individuals from high-income and high-wealth households in the
United States and United Kingdom were generally more likely to survive during
the 10-year period compared to lower household income and wealth groups. For
example, in the United States, the proportion of individuals in their seventies at
the beginning of the study period who were alive at the end of the 10-year period
ranged from 68 percent for those from the wealthiest households, to 44 percent
for those from the least wealthy households. However, these patterns differed for
the oldest individuals, who were in their eighties and nineties at the beginning of
the study period. For example, survival rates for those in their nineties did not
vary significantly based on wealth.

Educational attainment and homeownership in selected countries and the United
States are associated with higher levels of income and wealth according to
GAQ’s examination of data, review of research, and interviews. For example, in
each of the selected countries, older households that have obtained
postsecondary education tend to have higher incomes during their working years
and subsequently higher levels of wealth during their older years.
Homeownership is similarly associated with higher levels of wealth because, in
part, a house serves as an asset that can increase in value, as well as a
dwelling.

Other factors associated with income and wealth disparities include the cost of
long-term care, which can quickly deplete the wealth of older households.
However, research indicates that Germany mitigates the high costs of long-term
care through nationwide long-term care insurance. Additionally, public retirement
programs in selected countries and Social Security in the United States are
designed in part to reduce disparities by providing a higher rate of payments to
households with lower incomes. Similarly, income taxes in all three selected
countries and the United States are designed in a way that can reduce income
disparities, with marginal rates that increase by income.
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1 U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

September 15, 2022

The Honorable Bernard Sanders
Chairman

Committee on the Budget
United States Senate

Dear Mr. Chairman,

Income and wealth disparities among older households in the United
States have increased in recent decades, and research indicates that
disparities exist among older populations in other countries.! These
disparities will likely affect an increasing share of populations in the
United States and other countries that have aged markedly in recent
decades.? While average life expectancy has generally increased, life
expectancy has not increased uniformly across all income groups, and
people who have lower incomes tend to have shorter lives than those with
higher incomes.

As we have reported, some researchers and policymakers have raised
qguestions about whether disparities in income, wealth, and life
expectancy may affect many Americans’ financial security in retirement.3

In 2019, we reported increased income and wealth disparities among households 55 and
older based on our analysis of Survey of Consumer Finances (SCF) data from 1989 to
2016. GAO, Retirement Security: Income and Wealth Disparities Continue Through Old
Age, GAO-19-587 (Washington, D.C.: August 9, 2019). In 2017, the United Nations
reported on income and wealth disparities among older populations globally and cited
inequalities in old age as an urgent challenge, because most older people live where
income or wealth inequalities are highest. United Nations, Economic Inequalities in Old
Age (June 5, 2017).

2See GAO, Older Workers: Other Countries’ Experiences with Phased Retirement,
GAO-19-16 (Washington, D.C.: February 28, 2019). According to the Organisation for
Economic Co-operation and Development (OECD), the share of populations 65 and older
in the United States and OECD countries as a whole have increased from under 10
percent in 1970 to more than 16 percent in 2020. OECD (2022), Elderly population
(indicator), https://data.oecd.org/pop/elderly-population.htm, accessed on January 20,
2022. The Census Bureau projects that by 2030, those 65 and older will make up at least
20 percent of total populations in the United States, as well as in Canada, Germany and
the United Kingdom. Census International Database:
https://www.census.gov/data-tools/demo/idb/#/pop? COUNTRY_YEAR=2022&menu=pop
Viz&COUNTRY_YR_ANIM=2022&POP_YEARS=2022,2030&popPages=BYAGE&FIPS=
CA,GM,UK,US&ageGroup=0, accessed on January 11, 2022.

3GAO-19-587.
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Letter

Researchers have asked similar questions about older populations in
other countries. For example, the Organisation for Economic Co-
operation and Development (OECD) reported that the risks of increasing
inequality among future retirees have been building up and threaten to
disrupt steady gains in living standards for older populations in OECD
countries.* The experiences in other countries regarding income and
wealth disparities among older households could provide useful insights
for the United States.

You asked us to review how distributions of income and wealth, and
longevity for older households in the United States compare to those in
other countries, and how the experiences of other countries can inform
the U.S. experience. This report (1) compares trends in distributions of
income and wealth, and disparities in survival rates for older households
in the United States with those in Canada, Germany, and the United
Kingdom; and (2) describes factors that contribute to any disparities in
income and wealth distributions for older households in selected
countries.

We selected countries to compare with the United States based on
interviews with officials at the Department of Labor, Internal Revenue
Service, and Social Security Administration, and stakeholders that
conduct pertinent research or administer data that can be compared
across countries. We selected Canada, Germany, and the United
Kingdom because these countries collect data on income, wealth, and
mortality (from which survival rates can be estimated) that could be
combined with U.S. data for comparisons across countries. This is
referred to as harmonization.® We used the size of countries’ economies,
as measured by their Gross Domestic Product per capita, as an indicator

4OECD, Preventing Ageing Unequally, OECD Publishing (Paris, France: November 2017).

5Harmonization is a generic term for procedures used predominantly in official statistics
that aim at achieving, or at least improving, the comparability of different surveys.
Specifically, we used data sources from which the outputs of different national income and
wealth surveys have been “mapped” into a unified measurement scheme, referred to as
output harmonization. See Survey Research Center, Guidelines for Best Practice in
Cross-Cultural Surveys (Ann Arbor, Ml: Survey Research Center, Institute for Social
Research, University of Michigan, 2016), retrieved April 7, 2022, from
https://lwww.ccsg.isr.umich.edu/.
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Letter

of the extent to which their economic and social frameworks are similar to
the United States.®

To compare trends in distributions of income and wealth, and disparities
in 10-year survival rates as a proxy for longevity,” between older
households in the United States and those in selected countries, we
pursued two sets of analyses.8 To compare distributions of income and
wealth over time, we analyzed data on households age 55 and older in
the United States and in selected countries from 1998 through 2019,

6\We recognize that other countries have different cultures, histories, and legal systems
than the United States. Additionally, the laws, regulations, policies, and customs of other
countries may not have the same effects if applied in the United States.

7For our longitudinal analysis, we used Gateway to Global Aging Data, a set of protocols
that harmonizes income and wealth surveys conducted in other countries with the Health
and Retirement Study (HRS) conducted in the United States. HRS is a nationally
representative, longitudinal survey produced by the University of Michigan that follows the
same set of Americans from their fifties through the remainder of their lives, and asks
questions about income and wealth. We harmonized HRS with data from the English
Longitudinal Study of Ageing (ELSA), which is conducted in England. For simplicity, in this
report we refer to ELSA as providing data for the United Kingdom. There are 10 years of
reliable data to analyze due to the limitations of the Harmonized ELSA data, as opposed
to 22 years of reliable data in the RAND HRS. As a result, we cannot analyze longevity to
the extent we did in our prior report, GAO-19-587. Because we have fewer years of data
to analyze and compare, we use 10-year survival rates as a proxy for longevity in this
analysis. See appendix IV for more information.

8Throughout the report, we use the term older households to refer to the populations used
in our analyses. These variously included households age 50 and older, or age 55 and
older, consistent with our prior review, see GAO-19-587. Specifically, for our cross-
sectional analysis, we defined older households as those in which the household head or
any spouses or partners were 55 or older. For our longitudinal analysis, we use data for
households age 50 and older based on the design of the survey data on older households
in selected countries.
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Letter

using cross-sectional data.? To examine associations between household
income or wealth and survival, we conducted longitudinal analyses of
households age 50 and older in the United States and United Kingdom
from 2002 through 2012, which are the most recent years for which there
are reliable mortality data. The datasets we used for this analysis are
unique in that they are representative of older individuals in the United
Kingdom and United States and follow the same individuals as they age,
while tracking their mortality over time, as well as their income, wealth,
and other demographic information.'® For each analysis, we sorted
samples of older households into quintiles according to their level of
income or wealth and calculated mean and median income and wealth for
each quintile.

Countries we selected for review conduct national income and wealth
surveys on varying schedules, which limited our ability to make
comparisons across all four countries in a given year, or examine
changes in a single country at regular intervals. Despite this limitation, the

9We used data from the Luxembourg Wealth Study (LWS) database, which harmonizes
data from income and wealth surveys conducted in other countries with the Survey of
Consumer Finances (SCF) conducted in the United States. SCF is a nationally
representative survey of U.S. households produced by the Board of Governors of the
Federal Reserve System. A different group of households is interviewed every 3 years
about their debt, assets, and income, among other topics. For simplicity, in this report, we
refer to LWS as providing data for the United Kingdom. Wealth and Assets Survey data
used in LWS actually cover populations on the island of Great Britain, and do not include
Northern Ireland or certain other areas within the United Kingdom. See appendix Il for
information on income and wealth surveys in Canada, Germany, and the United Kingdom.
Although income and wealth data in LWS for Germany and the United Kingdom are
longitudinal—meaning these countries generally surveyed the same households over
time—uwe limited our analysis to an examination of cross-sections of older households.
This is because data in LWS for Canada and the United States are cross-sectional,
meaning each wave of surveys conducted in these countries may include different
households.

10For our longitudinal analysis, we used Gateway to Global Aging Data, a set of protocols
that harmonizes income and wealth surveys conducted in other countries with the Health
and Retirement Study (HRS) conducted in the United States. HRS is a nationally
representative, longitudinal survey produced by the University of Michigan that follows the
same set of Americans from their fifties through the remainder of their lives, and asks
questions about income and wealth. We harmonized HRS with data from the English
Longitudinal Study of Ageing (ELSA), which is conducted in England. For simplicity, in this
report we refer to ELSA as providing data for the United Kingdom. We have 10 years of
reliable data to analyze due to the limitations of the Harmonized ELSA data, as opposed
to 22 years of reliable data in the RAND HRS. As a result, we cannot analyze longevity to
the extent we did in the prior report (GAO-19-587). Because we have fewer years of data
to analyze and compare, we use 10-year survival rates as a proxy for longevity in this
analysis. See appendix IV for more information.
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data we reviewed provide useful insights about general disparities in
distributions of income and wealth between the United States and
selected countries, and their association with 10-year survival rates in the
United States and the United Kingdom. For each of the datasets used in
our study, we reviewed documentation, interviewed and corresponded
with officials responsible for the data, and tested for outliers and missing
data or variables. We determined that these data are sufficiently reliable
for the purposes of this report.

To describe factors that contribute to disparities in income and wealth
distributions among older households in our comparison countries, we
interviewed government officials, academic researchers, and research
organizations in Canada, Germany, and the United Kingdom. We also
coordinated with national audit offices in selected countries. Where
possible, we examined factors cited by interviewees using data for the
United States and selected countries.!" To provide additional context on
factors associated with income and wealth distributions, we reviewed
relevant government reports, scholarly and peer reviewed articles,
working papers, and publications by research associations from January
2010 to May 2020. See appendix | for additional information on our scope
and methodology.

We conducted this performance audit between November 2019 and
September 2022 in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable
basis for our findings and conclusions based on our audit objectives. We
believe that the evidence obtained provides a reasonable basis for our
findings and conclusions based on our audit objectives.

Background

Older households may derive income from a range of sources, such as
earnings or retirement benefits. They may also have accumulated wealth

11A legal, regulatory, or policy feature leading to certain outcomes in one or more of the
countries we studied, which may have significantly different cultures, histories, and legal
systems than the United States, does not necessarily indicate that similar measures would
lead to comparable outcomes in the United States. We did not conduct an independent
legal analysis to verify all the information we gathered about selected countries’ laws,
regulations, or policies. Instead, we relied on appropriate secondary sources and
interviews to support our work.

Page 5 GAO-22-103950 Older Households



Letter

in a variety of assets, including a home, a family business, or stocks and
bonds (see fig. 1).

Figure 1: Selected Sources of Income and Repositories of Wealth for Older
Households

Sources of Income Repositories of Wealth®
Earnings from work? Nonfinancial Assets
Payments from retirement system + Principal residence and other real estate

» Ownership in a private business
» Consumer goods: cars, durable goods
and valuables

« Social Security®
» Workplace retirement plans
* Individual retirement accounts

* Annuities Financial Assets and Benefits
Benefits from public assistance * Deposit accounts and cash
programs® » Bonds and other debt securities
« Stocks and other equity
Interest, dividends, other investment « Investment funds, trusts, accounts,
returns, and rent and contracts’

* Present value of future benefits from
— Social Security
— Workplace defined benefit plans

» Balances held in
— Workplace defined contribution plans
— Individual retirement accounts

Transfers from private institutions or
households?

Source: GAO analysis of documents from LIS Cross-National Data Center. | GAO-22-103950
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. __________________________________________________________________________|
Text of Figure 1: Selected Sources of Income and Repositories of Wealth for Older
Households

Sources of Income Repositories of Wealth®

Earnings from work? Nonfinancial Assets

Payments from retirement system: .  Principal residence and other real estate
«  Social Security® « Ownership in a private business

«  Workplace retirement plans « Consumer goods: cars, durable goods

« Individual retirement accounts and valuables

. Annuities Financial Assets and Benefits

Benefits from public assistance +  Deposit accounts and cash

programs® « Bonds and other debt securities

Interest, dividends, other investment . Stocks and other equity

returns, and rent « Investment funds, trusts, accounts, and
Transfers from private institutions or contractsf

households* . Present value of future benefits from
o Social Security
«  Workplace defined benefit plans
« Balances held in
«  Workplace defined contribution plans
« Individual retirement accounts

Source: GAO analysis of documents from LIS Cross-National Data Center. | GAO-22-103950

aPayment for regular, intermittent, and self-employment. Reflects salary and monetary supplements
such as overtime pay, employer bonuses, and tips. Also reflects fringe benefits such as the value of
company cars, meals, housing, the value of medical expenses, or child care. Further includes the
value of goods produced at home for consumption, such as food grown in a garden.

bAs in the United States, retirement systems in Canada, Germany, and the United Kingdom include: a
national pension, similar to the U.S. Social Security program; workplace traditional pensions or
retirement savings plans; and individual savings, for example in Individual Retirement Accounts.

°Includes replacement of wages for parental leave and allowances for dependent children,
unemployment and disability benefits, housing assistance, and in-kind benefits such as food
assistance.

dIncludes the value of scholarships, merit-based grants, and other goods and services provided by
nonprofit institutions. Also reflects the payment of alimony and child support, or other remittances
paid by a household member who is absent.

°In addition to saving and investing income, households may also inherit wealth.

fincludes pooled investment funds such as mutual funds, exchange-traded funds, hedge funds,
private equity funds, venture capital funds, real estate investment funds, and managed future funds.
Similarly includes investments trusts, such as unit investment trusts, real estate investment trusts,
and natural resource trusts. Also includes managed investment accounts and derivative contracts,
such as those based on the value of stock indices, currencies, interest rates, or commodity futures.

Retirement systems are a key source of income and wealth for many
older households.'? Similar to the United States, retirement systems in

12See appendix Il for more information on selected countries’ retirement systems.
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other developed countries can be described as consisting of three main
pillars: national pensions; workplace employer-sponsored pensions or
retirement savings plans; and individual savings.'® National pensions can
be earnings-based and require employer and employee contributions
over a number of years. They can also offer the same benéefits, or a flat
benefit, to everyone meeting criteria such as the number of years lived in
a country.

Retirement plans can be broadly classified as defined benefit (DB) or
defined contribution (DC). A DB plan promises retirement income—a
stream of payments for the life of the retiree based on a formula that
typically takes into account factors such as former salary, years of
service, and age at retirement. A DC plan, such as a 401(k) plan in the
United States, allows individuals to accumulate retirement wealth through
employee and/or employer contributions to an individual account, and for

3National pensions may also be called public, statutory, or state pensions in some
countries. The Old-Age, Survivors, and Disability Insurance program in the United States,
referred to as Social Security, is an example of a national earnings-related public pension,
in which beneficiaries’ monthly payments are determined by a formula. The term
employer-sponsored retirement plans refers to retirement plans that employers sponsor
and make available to employees to participate. They are also called occupational,
workplace, or company plans. We have reported on other retirement arrangements, such
as state-run programs that encourage or require certain employers to offer workers the
chance to contribute to retirement accounts. See GAO, Retirement Security: Federal
Action Could Help State Efforts to Expand Private Sector Coverage, GAO-15-556
(Washington, D.C.: September 10, 2015). We have also reported on retirement plans and
investment options offered to federal employees, as well as those established or operated
by other countries and made available to workers, such as the United Kingdom’s National
Employment Savings Trust and Sweden’s AP7. See GAO, Retirement Savings: Federal
Workers’ Portfolios Should Be Evaluated For Possible Financial Risks Related to Climate
Change, GAO-21-327 (Washington, D.C.: May 25, 2021).
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the investment returns earned on the account.'* Individual savings
include any home equity, investments, and other non-retirement
savings.™

A household’s overall financial condition can be assessed in different
ways, for example, by looking at household wealth or income, which
themselves can be measured in different ways. Wealth can be measured
by the household’s assets reduced by the household’s liabilities, creating
a measure of household net worth.'® A household’s liabilities include
amounts owed on credit cards and loans, which can be used to buy
houses, vehicles, and other consumer goods, invest in a business,
pursue an education, or consolidate multiple sources of debt. We have
reported that net worth is a measure often used by researchers studying
retirement security.’” A household’s income can be measured before or

14In the United States, DC plans are far more common than DB plans. In 2019, there were
nearly 15 times more DC plans than DB plans in the United States. These plans had more
than three times the total participants of DB plans, took in more than five times the
contributions, held more than twice the total assets managed by DB plans, and paid out
more than twice the benefits. U.S. Department of Labor, Employee Benefits Security
Administration, Form 5500 Annual filings for plan years ending in 2019, Table A1. DC
plans typically offer workers more control over managing their retirement assets but also
shift responsibility from employers to workers. For instance, workers often have to elect to
participate in DC plans, whereas they are usually enrolled automatically in DB plans.
Additionally, DC participants’ savings at retirement depend on how much is contributed
and the performance of their investments. In contrast, employers typically bear the
investment risk of DB plans and generally must offer the option to take benefits as a
lifetime annuity, or periodic payments until death. 26 U.S.C. § 401(a)(11). We have
reported about potential challenges for households with low savings in DC plans,
particularly low-income, Black, and Hispanic households. GAO, Retirement Security: Low
Defined Contribution Savings May Pose Challenges, GAO-16-408 (Washington, D.C.:
May 5, 2016).

15IRA balances can include assets rolled over from retirement plans, such as 401(k) plans.
According to Internal Revenue Service (IRS) Statistics of Income data for tax year 2019,
the most recent available, rollovers to IRAs totaled more than $554 billion, while
contributions to IRAs totaled about $76 billion. IRS Statistics of Income Division, Individual
Retirement Arrangements Study, Table 1. Taxpayers with Individual Retirement
Arrangements (IRA) Plans, by Type of Plan, Tax Year 2019 (February 2022).

16For the purposes of our analysis, we defined wealth to be a household’s net worth. Our
estimates of household net worth did not include the present value of benefits expected
from Social Security or DB plans. This is because needed data were not available for all
four countries. To address this limitation, we supplemented our analysis with findings from
our past work, and that of others, on the impact of including these expected retirement
benefits. See appendix | for more information on our scope and methodology.

17GAO-19-587.
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after paying taxes, referred to as gross household income or disposable
household income, respectively.'®

Greater Income and Wealth Disparities
Persisted among Older Households in the U.S;
Higher Household Income and Wealth Were
Linked to Living Longer

Disparities in Income and Wealth among Older
Households Were Greater in the United States Than in
Selected Countries, but Data Do Not Fully Reflect
Households’ Retirement Wealth

Disparities between the typical incomes of older households in the United
States with the highest and lowest incomes were wider than in our
selected comparison countries, according to our analysis of data from the
Luxembourg Wealth Study (LWS) database for 1998 to 2019."° Figure 2
shows that disparities in median incomes between high-income and other
households were greater in the United States over the period of our
review than in Canada, Germany, or the United Kingdom.2° In 2007,
2013, and 2016—the 3 years in which data were available for both the
United States and another selected country, allowing for the closest

18Additionally, households may owe taxes on their property, capital gains, financial
transactions, and inheritances or gifts. Households may also pay payroll taxes to finance
Social Security programs, health care benefits, unemployment insurance, and other work-
related benefits. While we report income measures before and after taxes, we report
wealth measures only before taxes, such as capital gains taxes.

9For analysis of LWS data, we define “older households” as any household where the
survey respondent, their partner or spouse, or both reported being 55 or older during the
year of the survey. We convert all income and wealth estimates to 2017 U.S. Dollar
purchasing power parities to adjust for inflation and allow comparisons between countries
over time.

20To establish low-, middle- and high-income older households, we sorted older
households in each country into quintiles based on income. We calculated median
income, representing the “typical” household, for each quintile. For this analysis, we
consider the 20 percent of households with the lowest incomes, or first quintile, to be low-
income. We consider the 20 percent of households with incomes in the middle of the
distribution, or third quintile, to be middle-income households. And we consider the 20
percent of households with the highest incomes, or fifth quintile, to be high-income.
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comparisons— disparities between median high- and low-income
households were greatest in the United States.2' For example, in 2007,
median income of high-income older households in the United States was
about 12 times greater than that of low-income older households, as
compared to about 6 times greater in Germany, and about 10 times
greater in the United Kingdom. Similarly, in 2016 this differential was 13
times in the United States, compared to about 8 times in Canada.

Figure 2: Median Incomes of Older Households in the United States and Selected Countries, by Quintile

Median household income (thousands)
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Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. | GAO-22-103950

21Although the data we used were harmonized to account for varying levels of inflation and
currency values among countries, they do not account for variation in legal, regulatory,
cultural, or historical influences that could affect the incomes of older households in
different countries. Analyzing the potential impact of these influences was beyond the
scope of this report.
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Data table for Figure 2: Median Incomes of Older Households in the United States and Selected Countries, by Quintile

United
States

Canada

Germany

United
Kingdom

United
States

1998
2001
2004
2007
2010
2013
2016
2019

1999
2005
2012
2016

2002
2007
2012
2017

2007
2009
2011
2013
2015
2017

Year

1998
2001
2004
2007
2010
2013
2016

Quintile 1

(Low-Income)

8,998.51

11,053.21
12,840.05
12,880.56
14,609.95
13,645.29
14,234.97
14,083.42

13,101.58
14,009.19
13,642.45
14,909.88

15,489.19
15,061.02
15,487.71
16,705.69

8,110.62
9,370.87
14,251.19
12,505.37
12,374.24
13,115.77

Quintile 2

21,626
23,396
26,766
27,086
28,628
26,808
28,706
29,680

21,752
24,945
25,650
27,836

24,151
24,069
24,223
26,817

15,598
17,089
22,986
20,655
21,702
22,449

Quintile 3

(Middle-Income)

36,846.90
41,220.30
45,378.38
44,042.99
46,076.45
44,895.14
50,870.01
50,726.70

32,985.29
37,523.84
40,549.55
44,124.69

34,371.79
33,423.98
34,321.41
37,912.38

25,168.51
27,277.19
34,989.39
31,091.98
33,583.43
34,920.33

Quintile 4

61,781.26
72,261.12
77,313.07
74,710.50
75,510.63
73,809.97
84,470.80
84,364.06

49,983.31
54,396.58
61,890.84
67,461.58

48,939.41
49,783.23
50,875.29
57,168.56

42,294.54
44,521.91
54,371.99
48,201.24
51,670.77
53,255.16

Confidence Intervals, Quintiles 1, 2 and 3

Quintile 1
(Low-Income)

Lower
Limit
8,143.54
10,176.30
11,429.44
11,968.29
13,924.53
12,784.11
13,328.71

Upper
Limit
9,853.48
11,930.13
14,250.67
13,792.82
15,295.36
14,506.46
15,141.23
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Quintile 5

(High-Income)

128,559.59
150,518.40
162,957.87
155,754.51
158,457.83
161,923.05
185,242.58
186,052.22

91,771.32
93,983.56
110,404.63
122,402.18

85,896.04
89,394.39
93,316.29
101,979.35

83,957.70
86,491.33
98,848.80
88,544.43
94,612.87
94,901.24

Quintile 3

(Middle-Income)

Quintile 2
Lower Upper
Limit Limit
20,761 22,491
22,147 24,644
25,408 28,124
25,642 28,531
27,884 29,372
25,692 27,923
27,407 30,005

Lower Limit

35,128.80
39,156.33
43,527.13
41,769.04
44,803.29
43,361.63
49,123.36
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Upper Limit

38,565.01
43,284.27
47,229.63
46,316.94
47,349.61
46,428.66
52,616.66
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Quintile 1 Quintile 3
Year (Low-Income) Quintile 2 (Middle-Income)
Lower Upper Lower Upper
Limit Limit Limit Limit Lower Limit = Upper Limit
2019 12,717.24 15,449.60 28,703 30,657 48,768.13 52,685.27
Canad
anada 1999 1283271 1337045 21394 22111 3232210  33,648.49
2005 13,097.81 14,920.58 24,101 25,788 36,358.08 38,689.59
2012 13,020.05 14,264.85 24,917 26,383 39,736.02 41,363.07
2016 14,539.53 15,280.23 27,045 28,627 43,365.51 44,883.87
Germany 2002 14,977.63 16,000.75 23,636 24,666 33,792.15 34,951.43
2007 14,529.35 15,592.69 23,590 24,549 32,783.50 34,064.45
2012 14,922.33 16,053.09 23,812 24,634 33,697.21 34,945.60
2017 15,925.85 17,485.52 26,297 27,337 37,405.78 38,418.98
zﬁ:;eddom 2007 7,846.19 8,375.05 15,390 15,806 24,898.60 25,438.41
2009 8,995.51 9,746.24 16,813 17,365 26,883.02 27,671.37
2011 13,914.62 14,587.76 22,707 23,266 34,477 .44 35,501.34
2013 12,205.10 12,805.65 20,374 20,935 30,685.57 31,498.39
2015 11,896.21 12,852.26 21,265 22,139 33,095.46 34,071.40
2017 12,730.00 13,501.55 22,079 22,819 34,483.65 35,357.01
Confidence Intervals, Quintiles 4 and 5
Quintile 4 Quintile 5
Year (High-Income)
Lower Limit Upper Limit Lower Limit Upper Limit
United States 1998 58,567.33 64,995.20 113,121.81 143,997.37
2001 68,576.85 75,945.40 137,727.20 163,309.58
2004 73,227.50 81,398.63 148,559.86 177,355.88
2007 70,889.22 78,531.77 138,205.08 173,303.93
2010 72,721.48 78,299.78 148,890.43 168,025.23
2013 71,359.26 76,260.69 149,416.75 174,429.36
2016 81,351.12 87,590.48 172,019.93 198,465.22
2019 81,865.15 86,862.98 174,032.91 198,071.53
Canad
anada 1999 48,835.69 51,130.93 87,948.60 95.594.03
2005 52,587.72 56,205.44 87,476.25 100,490.86
2012 60,435.40 63,346.27 105,211.13 115,598.12
2016 66,036.77 68,886.39 117,153.38 127,650.99
Germany 2002 47,945.05 49,933.77 81,737.82 90,054.27
2007 48,660.28 50,906.18 86,191.39 92,597.40
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United
Kingdom

Year

2012
2017

2007
2009
2011
2013
2015
2017

Quintile 4 Quintile 5
(High-Income)

Lower Limit Upper Limit Lower Limit Upper Limit
49,751.91 51,998.68 89,792.04 96,840.54
55,832.84 58,504.27 98,341.80 105,616.91
41,768.25 42,820.84 81,551.96 86,363.44
43,836.59 45,207.22 83,780.90 89,201.76
53,487.58 55,256.40 95,879.13 101,818.48
47,407.33 48,995.15 85,505.45 91,583.41
50,944.86 52,396.68 91,002.09 98,223.64
52,383.07 54,127.24 91,936.04 97,866.44

Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. |
GAO0O-22-103950

Notes: Median household income includes household income derived from work and investments,
cash and non-cash transfers of a private nature—such as scholarships for college—and cash benefits
from public retirement systems and other programs of assistance. It also includes payments from
private retirement plans that recur at least once a year, such as monthly payments from a defined
benefit plan, or annual programmed withdrawals from a defined contribution plan to satisfy minimum
distribution requirements. It does not include one-time withdrawals from defined contribution plans,
such as lump sum payments from 401(k) plans in the United States. It also does not include non-cash
income, such as that derived by homeowners from living in their home, or by beneficiaries of public
programs who receive assistance in the form of health care, housing, child care, or education
benefits.

To establish low-, middle- and high-income older households for each country, we sorted households
where the survey respondent, their partner or spouse, or both reported being 55 or older into quintiles
based on income. We calculated median income, meaning the income of the “typical” household, for

each quintile. For this analysis, we consider the 20 percent of households with the lowest incomes, or
first quintile, to be low-income. We consider the 20 percent of households with incomes in the middle

of the distribution, or third quintile, to be middle-income households. And we consider the 20 percent

of households with the highest incomes, or fifth quintile, to be high-income.

We converted estimates to 2017 U.S. Dollar purchasing power parities—the most recent available at
the time of our analysis—to adjust for inflation and differences in currency values. We report
confidence intervals at either the 99 or 95 percent level based on the availability of supporting data in
the LWS database.

Our analysis indicates that income disparities were higher in the United
States compared to selected countries even after older households paid
their taxes. Figure 3 shows that disparities between the disposable
household incomes of typical high- and low-income households in the
United States exceeded those in selected countries throughout the period
of our review.
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Figure 3: Median Incomes of Older Households After Taxes in the U.S. and Selected Countries, by Quintile

Median disposable household income (thousands)
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Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. | GAO-22-103950

Data table for Figure 3: Median Incomes of Older Households After Taxes in the U.S. and Selected Countries, by Quintile

Quintile 1 Quintile 3
(Low- (Middle- Quintile 5
Year income) Quintile 2 income) Quintile 4 (High-income)
aeed 1998 9,107.84 19,852.86  32537.42  50,205.31 97,839.19
2001 11,130.70 21,843.93 35,302.18 58,262.02 104,991.09
2004 12,423.73 24,930.71 40,190.78 62,554.49 118,544.24
2007 12,806.23 24,260.68 38,042.88 60,583.51 115,134.79
2010 14,694.90 27,065.04 41,315.08 61,460.85 114,712.61
2013 13,536.12 25,530.46 39,048.31 60,479.41 120,030.86
2016 13,620.01 26,586.78 44,632.03 68,621.78 136,068.11

Page 15

GAO-22-103950 Older Households



Letter

Quintile 1 Quintile 3
(Low- (Middle- Quintile 5
Year income) Quintile 2 income) Quintile 4 (High-income)
2019 13,324.93 27,000.89 43,574.18 69,006.37 132,652.21
Canada 1999 13,020.54 20,352.54 29,299.51 41,472.10 63,418.50
2005 13,641.55 23,233.77 33,244.65 46,572.71 66,979.07
2012 13,543.17 24,522.54 36,785.67 54,013.21 67,501.08
2016 14,816.52 26,131.71 39,100.71 57,309.98 73,376.12
Germany 2002 14,546.88 22,136.07 30,564.40 40,763.70 71,249.01
2007 14,085.51 22,271.89 30,109.72 41,592.59 75,759.68
2012 14,003.03 21,692.58 29,920.07 41,829.28 89,604.53
2017 14,920.93 23,555.64 32,886.67 45,337.42 99,890.85
zi"r:zeddom 2007  8,054.30 15,309.36  23,667.58 36,620.24 67,900.43
2009 8,641.54 15,977.89 24,079.40 36,635.96 64,704.25
2011 14,130.53 22,521.99 32,946.35 49,100.07 82,417.99
2013 11,645.18 19,565.55 28,808.62 41,996.26 72,350.75
2015 11,715.49 20,736.14 31,352.86 45,400.24 76,904.21
2017 12,997.09 21,833.21 32,635.19 47,289.05 78,155.34
Confidence Intervals, Quintiles 1, 2, and 3
Quintile 1 Quintile 3
Year (Low-wealth) Quintile 2 (Middle-wealth)
Lower Upper Lower Upper Lower Upper
Limit Limit Limit Limit Limit Limit
aeed 1998 834459 987108 1866547 2104025 3123353  33,841.31
2001 10,301.93 11,959.47 20,798.30 22,889.55 33,932.66 36,671.69
2004 10,906.66 13,940.80 24,108.45 25,752.97 39,020.22 41,361.34
2007 11,988.26 13,624.19 23,209.53 25,311.84 36,547.15 39,538.61
2010 13,916.19 15,473.61 26,078.07 28,052.02 40,105.28 42,524.89
2013 12,875.52 14,196.72 24,508.89 26,552.02 37,890.78 40,205.83
2016 12,930.48 14,309.53 25,709.97 27,463.59 43,310.66 45,953.40
2019 11,971.98 14,677.87 26,041.82 27,959.97 42,335.56 44,812.79
Canada 1999 12,742.22 13,298.87 19,927.99 20,777.09 28,877.75 29,721.28
2005 12,875.69 14,407 .41 22,136.52 24,331.03 32,290.28 34,199.02
2012 12,912.69 14,173.65 23,910.42 25,134.66 36,048.83 37,522.51
2016 14,444.15 15,188.90 25,562.52 26,700.90 38,236.17 39,965.25
Germany 2002  14,016.97  15076.80  21,676.40 = 22,595.74  30,110.95  31,017.85
2007 13,484.11 14,686.91 21,811.86 22,731.91 29,569.94 30,649.50
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Quintile 1 Quintile 3
Year (Low-wealth) Quintile 2 (Middle-wealth)
Lower Upper Lower Upper Lower Upper
Limit Limit Limit Limit Limit Limit
2012 13,586.36 14,419.71 21,378.25 22,006.92 29,401.21 30,438.93
2017 14,202.11 15,639.76 23,150.78 23,960.50 32,419.95 33,353.39
zinr:;;eddom 2007 7,799.07 8,309.52 15,164.76 15,453.95 23,437.93 23,897.23
2009 8,285.70 8,997.38 15,735.06 16,220.72 23,765.36 24,393.45
2011 13,791.02 14,470.03 22,252.53 22,791.44 32,533.98 33,358.72
2013 11,288.05 12,002.31 19,355.72 19,775.39 28,477.76 29,139.48
2015 11,294.30 12,136.68 20,526.31 20,945.97 30,959.88 31,745.84
2017 12,626.07 13,368.11 21,534.35 22,132.06 32,234.43 33,035.96
Confidence Intervals, Quintiles 4 and 5
Year Quintile 4 Quintile 5 (High-wealth)
Lower Limit Upper Limit Lower Limit Upper Limit
United States
1998 48,401.72 52,008.91 88,184.17 107,494.21
2001 55,711.36 60,812.68 96,730.86 113,251.33
2004 60,705.84 64,403.14 108,722.82 128,365.66
2007 58,461.94 62,705.08 105,849.28 124,420.31
2010 59,352.25 63,569.45 109,329.64 120,095.59
2013 58,318.65 62,640.17 111,684.27 128,377.44
2016 66,760.38 70,483.17 128,164.72 143,971.49
2019 66,554.54 71,458.21 124,528.49 140,775.94
Canada 1999 40,066.51 41,460.89 61,333.67 65,503.32
2005 40,856.10 42,329.08 64,752.16 69,205.99
2012 41,162.47 42,496.09 65,149.35 69,852.81
2016 44,583.68 46,091.15 70,959.94 75,792.29
Germany 2002 40,701.21 42,243.00 68,064.74 74,433.28
2007 45,000.98 48,144.45 70,382.30 81,137.06
2012 52,521.33 55,505.09 84,911.08 94,297.98
2017 56,040.07 58,579.88 96,462.65 103,319.04
United
Kingdom 2007 36,160.29 37,080.19 66,137.70 69,663.17
2009 36,185.62 37,086.30 63,138.91 66,269.60
2011 48,522.91 49,677.23 80,506.54 84,329.44
2013 41,467.76 42,524.76 70,724.43 73,977.07
2015 44,753.22 46,047.26 74,543.30 79,265.12
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Year Quintile 4 Quintile 5 (High-wealth)
Lower Limit Upper Limit Lower Limit Upper Limit
2017 46,609.37 47,968.73 76,301.07 80,009.62

Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. |
GAO0-22-103950

Notes: Median disposable household income includes income from the following sources, less the
amount of taxes and social contributions paid. Sources include household income derived from work
and investments, cash and non-cash transfers of a private nature—such as scholarships for college—
and cash benefits from public retirement systems and other programs of assistance. Median
disposable household income also includes payments from private retirement plans that recur at least
once a year, such as monthly payments from a defined benefit plan, or annual programmed
withdrawals from a defined contribution plan to satisfy minimum distribution requirements. It does not
include one-time withdrawals from defined contribution plans, such as lump sum payments from
401(k) plans in the United States. It also does not include non-cash income, such as that derived by
homeowners from living in their home, or by beneficiaries of public programs who receive assistance
in the form of health care, housing, child care, or education benefits.

To establish low-, middle- and high-income older households for each country, we sorted households
where the survey respondent, their partner or spouse, or both reported being 55 or older into quintiles
based on income. We calculated median disposable household income, meaning the income, after
taxes, of the “typical” household, for each quintile. For this analysis, we consider the 20 percent of
households with the lowest incomes, or first quintile, to be low-income. We consider the 20 percent of
households with incomes in the middle of the distribution, or third quintile, to be middle-income
households. And we consider the 20 percent of households with the highest incomes, or fifth quintile,
to be high-income.

We converted estimates to 2017 U.S. Dollar purchasing power parities—the most recent available at
the time of our analysis—to adjust for inflation and differences in currency values. We report
confidence intervals at either the 99 or 95 percent level based on the availability of supporting data in
the LWS database.

Our analysis of older households’ assets and liabilities over the same
period indicates that disparities between typical high- and low-wealth
households were similarly greater in the United States.?2 Figure 4
indicates that disparities in median wealth between high-wealth and other
older households were greater in the United States over the period of our
review when compared to Canada, Germany, or the United Kingdom.
However, the data we analyzed lacked key sources of retirement wealth

22\Ve define household wealth as net worth, which includes financial and non-financial
assets—such as homes, cars, or family-owned businesses—minus the value of total
liabilities. This measurement of wealth does not include the present value of future
benefits to be paid from public retirement programs or defined benefit workplace
retirement plans. For example, wealth estimates for the United States do not include the
present value of future Social Security benefits, or lifetime income expected from
employer-sponsored defined benefit plans. In contrast, our measure of household wealth
does include the value of assets held in defined contribution workplace retirement plans,
such as 401(k) plans in the United States, and individual retirement accounts.

Page 18 GAO-22-103950 Older Households



Letter

that could affect distributions, discussed in further detail below, which
prevented direct comparisons between countries in a given year.23

_________________________________________________________________________________________________________________________|
Figure 4: Median Wealth of Older Households in the United States and Selected Countries, by Quintile

Median household wealth
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Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. | GAO-22-103950

23Additionally, Treasury officials and an agency official in the United Kingdom cited
concerns about the accuracy of private business assets in the data used in LWS for the
two countries. Treasury officials cited other recent estimates of wealth distributions in the
United States that use different sources of data on private business assets, and a different
method for deriving wealth, through the use of “capitalization models.” This method relies
on data other than the national income and wealth survey responses used in LWS.
Instead, capitalization models incorporate data on household assets from sources such as
the Financial Accounts of the United States and income tax returns. In 2020, the Federal
Reserve reported that one of two wealth distributions created using capitalization models
indicates increasing concentration of wealth among the top 1 percent of households in the
United States since the Great Recession of 2007-2009, compared to survey data that we
used in LWS, which do not indicate this trend. We acknowledge that using different
methods and sources of data may show additional wealth disparities in particular
segments of the wealth distribution. We maintain that the harmonized LWS data we used
are sufficiently reliable to demonstrate the general trend that the United States had wider
wealth disparities than selected countries over the period of our review.
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Data table for Figure 4: Median Wealth of Older Households in the United States and Selected Countries, by Quintile

United

States

Canada

Germany

United
Kingdom

Year
1998
2001
2004
2007
2010
2013
2016
2019
1999
2005
2012
2016
2002
2007
2012
2017
2007
2009
2011
2013
2015
2017

Quintile 1
(Low-
wealth)

6,155.31
7,492.53
5,031.34
5,638.54
2,280.11
2,246.56
2,827.72
3,027.06
6,132.84
6,312.84
3,705.60
5,488.11
(11.76)
(116.84)
(40.00)
(12.36)
22,692.68
21,995.67
21,991.23
21,018.44
21,122.75
20,618.71

Quintile 2
93,950.95
101,743.14
102,324.51
108,352.28
77,743.13
66,878.07
73,736.29
78,585.73
75,506.58
92,887.99
108,787.58
119,849.90
15,479.73
14,280.87
14,420.39
25,652.61
175,909.42
168,586.89
167,715.32
162,088.55
173,908.79
183,990.68
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Quintile 3
(Middle-
wealth)

208,576.78
244,088.85
250,586.83
263,199.29
216,002.39
194,688.82
210,750.69
224,836.36
174,851.79
206,695.35
260,471.09
295,815.50
117,447.76
100,015.54
118,538.62
150,357.63
336,887.44
315,859.92
314,636.13
321,408.29
341,124.24
361,797.92

Quintile 4
413,291.88
535,437.86
571,962.25
562,953.57
477,746.43
421,353.58
502,508.98
506,036.64
301,363.87
366,846.13
467,457.22
554,847.36
301,710.57
285,713.12
274,926.31
318,806.83
506,391.26
476,078.01
484,417 .44
509,301.40
563,983.51
603,007.78

GAO-22-103950 Older Households

Quintile 5
(High-wealth)

1,071,111.49
1,480,271.40
1,557,513.37
1,552,650.37
1,761,480.44
1,529,897.59
2,023,012.06
1,846,259.82
671,128.90
810,667.26
1,069,636.17
1,295,705.65
656,968.50
655,174.38
589,230.75
684,148.73
931,485.00
871,954.80
925,374.35
1,009,195.52
1,136,928.34
1,221,203.86



Letter

United
States

Canada

Germany

United
Kingdom

United States

Confidence Intervals, Quintiles 1, 2, and 3

Quintile 1 Quintile 3
Year (Low-wealth) Quintile 2 (Middle-wealth)
Lower Upper
Limit Limit Lower Limit Lower Limit Lower Limit Upper Limit
1998 2,680.13 9,630.49 83,923.95 103,977.95  195,392.91 221,760.66
2001 3,505.75 11,479.30 95,331.19 108,155.09 224,721.59 @ 263,456.10
2004 2,740.59 7,322.10 90,700.34 113,948.68 237,079.56 @ 264,094.11
2007 2,856.88 8,420.20 96,211.80 120,492.76 = 247,897.74 = 278,500.83
2010 802.81 3,757.42 71,132.56 84,353.70 202,446.17  229,558.61
2013 617.40 3,875.73 59,354.76 74,401.37 183,501.43  205,876.20
2016 1,200.21 4,455.24 67,407.68 80,064.89 196,887.26 @ 224,614.11
2019 1,368.63 4,685.50 72,277.57 84,893.90 212,614.79  237,057.93
1999 5,170.42 7,095.25 71,648.38 79,364.79 169,212.55 180,491.04
2005 3,838.18 8,787.51 84,831.73 100,944.25 197,836.53 @ 215,554.17
2012 1,999.74 5,411.45 99,726.66 117,848.50 251,951.94  268,990.24
2016 4,067.68 6,908.53 112,488.84 127,210.96 @ 287,488.19  304,142.81
2002 (2,491.22) 2,467.70 13,923.92 17,035.53 108,630.74  126,264.77
2007 @ (2,943.73) 2,710.05 13,116.02 15,445.71 90,088.05 109,943.03
2012 (1,327.71) 1,247.72 12,781.00 16,059.77 110,952.70  126,124.55
2017  (1,335.91) 1,311.19 23,066.25 28,238.97 143,073.42 157,641.84
2007 20,695.11 24,690.25 167,506.45 184,312.39 331,301.12 @ 342,473.76
2009 19,974.46 24,016.87 162,745.15 174,428.64 311,899.80 319,820.04
2011 21,018.24 22,964.22 161,144.24  174,286.39  310,027.08 @ 319,245.17
2013 19,87457 22,162.30 @ 156,184.42 167,992.69 316,862.58 @ 325,954.00
2015 20,036.76  22,208.74 167,041.17  180,776.42  335,632.01 346,616.48
2017  19,233.12  22,004.31 176,986.46  190,994.89 @ 355,033.99 368,561.85
Confidence Intervals, Quintiles 4 and 5
Quintile 5
Year Quintile 4 (Middle-wealth)
Lower Limit Lower Limit Lower Limit Lower Limit
1998 394,687.84 431,895.93 917,305.68 1,224,917.31
2001 494,459.04 576,416.68 1,267,408.31 1,693,134.49
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Quintile 5
Year Quintile 4 (Middle-wealth)
Lower Limit Lower Limit Lower Limit Lower Limit
2004 520,912.12 623,012.37 1,388,552.38 1,726,474.37
2007 524,073.50 601,833.63 1,278,354.82 1,826,945.93
2010 451,441.50 504,051.36 1,536,933.91 1,986,026.98
2013 396,510.47 446,196.69 1,374,044.95 1,685,750.24
2016 468,583.02 536,434.94 1,785,677.16 2,260,346.95
2019 471,253.92 540,819.35 1,651,587.28 2,040,932.36
1999 292,352.12 310,375.62 635,697.62 706,560.17
2005 350,462.60 383,229.65 704,507.50 916,827.02
2012 448,586.43 486,328.01 991,855.04 1,147,417.31
Canada 2016 537,229.44 572,465.29 1,228,436.40 1,362,974.90
2002 291,438.18 311,982.97 616,856.36 697,080.63
2007 276,503.03 294,923.21 608,763.10 701,585.66
2012 265,274.04 284,578.59 559,173.39 619,288.11
Germany 2017 307,197.49 330,416.18 650,836.20 717,461.26
2007 498,518.26 514,264.26 901,444.47 961,525.53
2009 470,908.63 481,247.40 843,903.94 900,005.66
2011 476,830.09 492,004.79 893,178.26 957,570.44
2013 501,754.50 516,848.31 975,437.32 1,042,953.72
United 2015 554,362.48 573,604.54 1,093,105.33 1,180,751.35
Kingdom 2017 592,379.30 613,636.25 1,179,428.55 1,262,979.16

Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. |
GAO-22-103950

Notes: We define household wealth as net worth, which includes financial and non-financial assets—
such as homes, cars, or family-owned businesses—minus the value of their total liabilities. This
measurement of wealth does not include the present value of future benefits to be paid from public
retirement programs or defined benefit workplace retirement plans. For example, wealth estimates for
the United States do not include the present value of future Social Security benefits, or lifetime
income from an employer-sponsored defined benefit plan. According to documentation for LWS,
information on the present value of future retirement benefits is currently seldom available. In
contrast, household net worth does include the value of balances held in defined contribution
workplace retirement plans, such as 401(k) plans in the United States, and individual retirement
accounts.
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To establish low-, middle- and high-wealth older households for each country, we sorted households
where the survey respondent, their partner or spouse, or both reported being 55 or older into quintiles
based on wealth. We calculated median wealth, meaning the wealth of the “typical” household, for
each quintile. For this analysis, we consider the 20 percent of households with the least wealth, or
first quintile, to be low-wealth. We consider the 20 percent of households in the middle of the
distribution, or third quintile, to be middle-wealth households. And we consider the 20 percent of
households with the most wealth, or fifth quintile, to be high-wealth.

We converted estimates to 2017 U.S. Dollar purchasing power parities—the most recent available at
the time of our analysis—to adjust for inflation and differences in currency values. We report
confidence intervals at either the 99 or 95 percent level based on the availability of supporting data in
the LWS database.

Our analysis indicates that income and wealth were more concentrated at
the top of high-income and high-wealth older household groups in the
United States compared to other household groups in either the United
States or selected countries. Concentrations of income or wealth can be
measured by calculating average-to-median ratios. These ratios measure
the mean value of income or wealth (total value divided by the number of
households) relative to the median value of income or wealth (the value of
the middle household). The higher the ratio, the higher the mean value of
income or wealth relative to the median value, suggesting that income or
wealth are concentrated in households at the top of the quintile. Figure 5
shows that over the period of our review, average-to-median ratios for
high-income and high-wealth older households exceeded those for
middle-income and middle-wealth households in the United States. This
indicates that income and wealth were more concentrated in the high-
income and high-wealth groups than in the middle-income and middle-
wealth household groups. Ratios for high-income and high-wealth
households in the United States were also greater than those in selected
countries, for corresponding household groups.
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Figure 5: Concentration of Income and Wealth among High-Income and High-Wealth Older Households

Average-to-median ratios measure concentration.The higher the ratio, the more
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Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. | GAO-22-103950

(O AQuintile 5 (High-income)

Data table for Figure 5: Concentration of Income and Wealth among High-Income and High-Wealth Older Households

United States

Canada

Year

1998
2001
2004
2007
2010
2013
2016
2019

1999
2005
2012
2016

Quintile 5 Quintile 5
(High-Income) (High-wealth)
174.43% 237.32%
173.11% 235.14%
161.09% 225.84%
183.06% 263.52%
168.93% 207.52%
169.16% 233.24%
184.14% 226.95%
165.71% 242.83%
121.27% 139.12%
124.09% 148.27%
127.06% 145.29%
135.54% 147.07%
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Quintile 3

(Middle-income)

100.48%
100.13%
103.10%
101.25%
102.22%
100.46%
100.87%
101.15%

101.28%
100.06%
100.87%
100.41%

Quintile 3
(Middle-wealth)

98.31%
98.83%
106.00%
102.77%
101.30%
100.47%
102.45%
100.12%

100.06%
99.66%
101.46%
101.47%
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Germany

United
Kingdom

Year

2002
2007
2012
2017

2007
2009
2011
2013
2015
2017

Quintile 5 Quintile 5 Quintile 3 Quintile 3
(High-Income) (High-wealth) (Middle-income) (Middle-wealth)
126.97% 157.38% 100.56% 100.38%
122.37% 155.65% 100.95% 109.69%
121.70% 146.43% 100.78% 100.11%
119.57% 144.64% 101.22% 99.60%
139.73% 144.25% 101.69% 100.23%
133.23% 148.78% 101.31% 100.31%
123.58% 150.30% 100.41% 100.56%
130.13% 168.93% 100.87% 100.46%
125.94% 174.14% 100.78% 101.10%
124.30% 144.58% 100.32% 100.73%

Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. |
GAO0-22-103950

Notes: Average and median household income include household income derived from work and
investments, cash and non-cash transfers of a private nature—such as scholarships for college—and
cash benefits from public retirement systems and other programs of assistance. They also include
payments from private retirement plans that recur at least once a year, such as monthly payments
from a defined benefit plan, or annual programmed withdrawals from a defined contribution plan to
satisfy minimum distribution requirements. They do not include one-time withdrawals from defined
contribution plans, such as lump sum payments from 401(k) plans in the United States. They also do
not include non-cash income, such as homeowners who derive benefits from living in their home, or
by beneficiaries of public programs who receive assistance in the form of health care, housing, child
care, or education benefits.

We define household wealth as net worth, which includes financial and non-financial assets—such as
homes, cars, or family-owned businesses—minus the value of their total liabilities. This measurement
of wealth does not include the present value of future benefits to be paid from public retirement
programs or lifetime income from defined benefit workplace retirement plans. For example, wealth
estimates for the United States do not include the present value of future Social Security benefits, or
lifetime income from defined benefit workplace retirement plans. According to documentation for
LWS, information on the present value of future retirement benefits is currently seldom available. In
contrast, household net worth does include the value of balances held in defined contribution
workplace retirement plans, such as 401(k) plans in the United States, and individual retirement
accounts.

To establish middle- and high-income and middle- and high-wealth older households for each
country, we sorted households where the survey respondent, their partner or spouse, or both
reported being 55 or older into quintiles based on income or wealth. We calculated median income
and wealth, meaning the income and wealth of the “typical” household, for the two quintiles. For this
analysis, we consider the 20 percent of households in the middle of the distribution, or third quintile,
to be middle-income or middle-wealth households. We consider the 20 percent of households with
the most wealth, or fifth quintile, to be high-income or high-wealth.

We did not include the 20 percent of older households with the least income or wealth, which we refer
to as low-income and low-wealth. This is because some low-wealth households in Germany and the
United States had negative wealth in certain years. This can happen when, for example, a
household’s credit card debt exceeds its savings.

We converted estimates to 2017 U.S. Dollar purchasing power parities—the most recent available at
the time of our analysis—to adjust for inflation and differences in currency values. We report
confidence intervals at either the 99 or 95 percent level based on the availability of supporting data in
the LWS database.
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Our analysis shows that, while homes and other non-financial assets
made up the majority of total wealth for all middle-and higher-wealth older
households, high-wealth older household in the United States and United
Kingdom generally held a greater proportion of that wealth in financial
assets, as opposed to homes and other nonfinancial assets, relative to
middle-wealth households. As shown in figure 6, this occurred to a lesser
extent in Canada, but was not the case in Germany.

__________________________________________________________________________________________________________________|
Figure 6: Financial Assets as Proportion of Wealth Held by High- and Middle-Wealth Older Households

Financial assets as proportion of total wealth
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Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. | GAO-22-103950

Data table for Figure 6: Financial Assets as Proportion of Wealth Held by High- and Middle-Wealth Older Households
Quintile 5 (High-wealth)

United States

Year

1998
2001
2004
2007
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Financial Assets
as Proportion of
Total Wealth

0.35
0.40
0.30
0.23

Lower Confidence

Limit

0.29
0.36
0.27
0.21

Upper Confidence
Limit

0.38
0.42
0.34
0.24
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Canada

Germany

United Kingdom

United States

Canada

Year
2010
2013
2016
2019
1999
2005
2012
2016
2002
2007
2012
2017

2007
2009
2011
2013
2015
2017

Year

1998
2001
2004
2007
2010
2013
2016
2019

1999
2005
2012
2016

Financial Assets
as Proportion of
Total Wealth
0.21
0.21
0.23
0.26
0.18
0.16
0.15
0.12
0.08
0.11
0.12
0.11

0.21
0.23
0.23
0.22
0.21
0.20

Quintile 3 (Middle-wealth)
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Financial Assets
as Proportion of
Total Wealth

0.18
0.13
0.09
0.10
0.06
0.06
0.06
0.07

0.06
0.06
0.05
0.06

Lower Confidence Upper Confidence

Limit
0.19
0.18
0.22
0.24
0.15
0.11
0.12
0.10
0.07
0.10
0.1
0.10

0.20
0.23
0.22
0.21
0.19
0.19

Limit
0.22
0.24
0.25
0.28
0.21
0.19
0.18
0.13
0.08
0.11
0.14
0.12

0.22
0.24
0.24
0.23
0.22
0.22

Lower Confidence Upper Confidence

Limit

0.12
0.09
0.05
0.06
0.04
0.04
0.05
0.05

0.05
0.04
0.04
0.05

Limit

0.23
0.17
0.13
0.13
0.08
0.08
0.08
0.09

0.07
0.08
0.06
0.07
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Germany

United Kingdom

Year

2002
2007
2012
2017

2007
2009
2011
2013
2015
2017

Financial Assets
as Proportion of Lower Confidence Upper Confidence

Total Wealth Limit Limit
0.13 0.11 0.15
0.22 0.17 0.26
0.14 0.1 0.17
0.10 0.08 0.11
0.06 0.06 0.07
0.07 0.07 0.08
0.07 0.07 0.08
0.08 0.07 0.09
0.09 0.08 0.10
0.09 0.08 0.10

Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. |
GAO0-22-103950

Notes: We define household wealth as net worth, which includes financial and non-financial assets—
such as homes, cars, or family-owned businesses—minus the value of their total liabilities. This
measurement of wealth does not include the present value of future benefits to be paid from public
retirement programs or defined benefit workplace retirement plans. For example, wealth estimates for
the United States do not include the present value of future Social Security benefits, or lifetime
income from an employer-sponsored defined benefit plan. According to documentation for LWS,
information on the present value of future retirement benefits is currently seldom available. In
contrast, household net worth does include the value of balances held in defined contribution
workplace retirement plans, such as 401(k) plans in the United States, and individual retirement
accounts.

To establish middle- and high—wealth older households for each country, we sorted households
where the survey respondent, their partner or spouse, or both reported being 55 or older into quintiles
based on wealth. We calculated median wealth and the median value of financial assets by quintile,
meaning the wealth and financial assets of the “typical” household in each. For this analysis, we
consider the 20 percent of households in the middle of the distribution, or third quintile, to be middle-
wealth households. We consider the 20 percent of households with the most wealth, or fifth quintile,
to be high-wealth.

We did not include the 20 percent of older households with the least wealth, or first quintile, which we
refer to as low-wealth. This is because some low-wealth households in Germany and the United
States had negative wealth in certain years. This can happen when, for example, a household’s credit
card debt exceeds its savings.

We converted estimates to 2017 U.S. Dollar purchasing power parities—the most recent available at
the time of our analysis—to adjust for inflation and differences in currency values. We report
confidence intervals at either the 99 or 95 percent level based on the availability of supporting data in
the LWS database.

OECD researchers similarly reported in 2018 that financial assets were
much more important at the top of household wealth distributions in
OECD countries, particularly in the United States, followed by the United
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Kingdom.2* They found that high-wealth households of all ages in the
United States primarily held financial assets in the form of nonpublicly
traded stocks,?5> mutual funds, and other investment funds, while high-
wealth households in the United Kingdom primarily held wealth in
voluntary private pension funds, business assets, and deposits. By
comparison, high- and middle-wealth households in most other OECD
countries held the majority of their wealth in homes and other real estate
assets. OECD researchers noted that middle-wealth households in
Germany held a larger proportion of their wealth in financial assets than
middle-wealth households in many OECD countries. Middle-wealth
households in Germany also held the lowest proportion of their wealth in
homes and other-real estate assets compared to other OECD countries.26
Additionally, a researcher at the International Monetary Fund reported
that, in contrast to other economies with large industrial bases, the
majority of corporate assets and profits in Germany are generated by
firms in private ownership, meaning there is generally less opportunity for
the population to take ownership of public companies, for example by
purchasing stocks or mutual funds.?’

24Carlotta Balestra and Richard Tonkin, Inequalities in household wealth across OECD
Countries: Evidence from the OECD Wealth Distribution Database, Working Paper No. 88
(Paris, France: June 20, 2018).

25\We reported that a few individuals, for example, founders of companies, can use IRAs to
invest in nonpublicly traded shares of their newly formed companies and realize many
millions of tax-favored gains on their investment if the company is successful. We found
that Congress likely did not intend for IRAs to accumulate such large balances, having
originally authorized them largely to ensure equitable tax treatment for individuals without
access to an employer-sponsored retirement plan. As a result, we included a matter that
Congress consider revisiting its legislative vision for the use of IRAs and made five
recommendations to IRS. IRS implemented three recommendations to improve IRS’s
ability to detect and pursue noncompliance associated with undervalued assets sheltered
in IRAs and prohibited transactions. Further, IRS implemented one of our two
recommendations to improve compliance by helping taxpayers better understand
compliance and risks associated with certain IRA choices. GAO, Individual Retirement
Accounts: IRS Could Bolster Enforcement on Multimillion Dollar Accounts, but More
Direction from Congress Is Needed, GAO-15-16 (Washington, D.C.: October 20, 2014).

260ECD researchers reported that real-estate wealth represented the largest share of
gross assets for middle wealth households in 28 OECD countries, ranging from 53 percent
in Germany to 89 percent in both Slovenia and Chile. The researchers reported data as of
2015 or the most recent year available at the time. Balestra and Tonkin (2018).

27Mai Chi Dao and Shekhar Aiyar, Wealth Inequality and Private Savings: The Case of
Germany, Working Paper 20/107 (International Monetary Fund, June 2020).
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Some research suggests that in the United States, high-wealth
households’ greater stake in financial assets made them more resilient in
the aftermath of the Great Recession of 2007-2009 than middle-wealth
households, whose wealth was primarily composed of houses and other
real estate assets. Researchers from the Federal Reserve found that
declines in housing prices had a disproportionately negative effect on
middle-wealth households, while high-wealth households experienced
moderate to large wealth increases in part from their ownership of
financial assets that increased in value.?8 Further, the researchers found
that despite broad ownership of financial assets in the United States, only
certain families at the top of the wealth distribution experienced
particularly large gains in the values of their financial assets in the years
after the Great Recession.?° Researchers at OECD concluded that these
trends—increases in stock prices relative to housing prices in the wake of
the Great Recession (see fig. 7)—contributed to a significant rise in
wealth inequality in the United States from 2007 to 2016.3°

28Returns from this period cannot be generalized. Further, older Americans may invest in
houses instead of stocks for reasons other than investment returns. For example, homes
serve as place in which to live, as well as an investment from which to generate wealth.

29Jesse Bricker, Lisa J. Dettling, Alice Henriques, Joanne W. Hsu, Lindsay Jacobs, Kevin
B. Moore, Sarah Pack, John Sabelhaus, Jeffrey Thompson, and Richard A. Windle,
“Changes in U.S. Family Finances from 2013 to 2016: Evidence from the Survey of
Consumer Finances,” Federal Reserve Bulletin, Vol. 103, No. 3 (Board of Governors of
the Federal Reserve System, September 2017).

30Balestra and Tonkin (2018).
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Figure 7: Average Annual Returns of Stocks and Houses, 2010-2020

Real return on stocks and houses
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Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. | GAO-22-103950

Data table for Figure 7: Average Annual Returns of Stocks and Houses, 2010-2020

Real Change in Stock Real Change in House

Year Prices Prices
2010 0.20 -0.04
2011 0.08 -0.07
2012 0.06 0.01
2013 0.18 0.05
2014 0.15 0.03
2015 0.07 0.05
2016 0.03 0.04
2017 0.15 0.04
2018 0.09 0.04
2019 0.04 0.03
2020 0.08 0.07

Source: GAO analysis of data from the Luxembourg Wealth Study (LWS) database, 1998-2019. |
GAO-22-103950

Note: Change in housing prices based on average annual returns compiled from the monthly FHFA
Purchase-Only index. Returns are not seasonally adjusted. Change in stock index prices based on
annual averages calculated from monthly returns. We report real, or inflation-adjusted returns, in
2020 dollars. We adjusted for inflation using the Consumer Price Index for All Urban Consumers.

The wealth data we reviewed do not include key sources of retirement
wealth that we and others have reported could affect distributions. For
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example, to enable comparisons across countries, the wealth data we
reviewed do not include estimates of the present value of benefits that
households expect to be paid from public retirement programs, such as
Social Security in the United States. Nor do they include the present
value of benefits expected from defined benefit retirement plans.3' Our
previous analysis of retirement resources for older households in the
United States did include these two sources of expected future payments
from public and private pensions, and indicated they generally reduced
wealth disparities, as illustrated by the examples below.32

« For older households that did not expect benefits from a DB plan, we
found that in 2016, high-wealth older households had, on average,
about $6.1 million in assets, about 272 times the assets of low-wealth
households, which had estimated assets, on average, of about
$22,000. However, when looking at a broader definition of retirement
resources that includes expected benefits from Social Security, high-
wealth households had, on average, $6.6 million in total resources
(assets plus the present value of future income Social Security). This
was only about 27 times as much as low-wealth households, which
had, on average, about $241,000.

« The results were similar for high-wealth older households that also
expected benefits from a DB plan. These households had, on
average, $3.2 million in assets. This was about 61 times as much as
low-wealth older households that expected benefits from a DB plan,
which had estimated assets, on average, of about $52,000. Using the
broader definition of retirement resources (assets plus the present
value of future income from Social Security and DB pensions), we
estimated that high-wealth households that also expected benefits
from a DB plan had, on average, about $4.3 million in retirement
resources. This was only about 8 times as much as low-wealth
households that expected benefits from a DB plan, which had, on
average, about $535,000.

31Social Security Administration officials told us that incorporating data on the present
value of retirement income expected from public retirement systems and DB plans could
increase the detail of our comparisons between countries. For example, we might be able
to determine if wealth disparities in the United States are actually higher than they appear,
because selected countries public retirement programs’ have higher replacement rates
than Social Security in the United States. However, officials further told us that the effects
of higher replacement rates from public retirement programs in selected countries might
be offset to some extent. They said this is because older households in these countries
may be less reliant on retirement income from an employer’s DB plan.

32GAO-19-587. We used assets in the two examples because there were insufficient data
to estimate net worth for low-wealth households in 2016.
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Other researchers have similarly reported that public and private
retirement income benefits can reduce wealth disparities:

« In 2017, researchers compared one year of wealth data for the United
States to wealth data from Germany and found that including the
present value of expected retirement benefits from public and private
sources in the measurement reduced the gap between the wealthiest
and less wealthy segments of both populations. For example, using
their research, we estimate that the wealthiest 20 percent of
Americans had about 37 times the average wealth of the middle 20
percent before taking pension wealth into account and 8 times the
average wealth after. In Germany, the ratio was 13 times before
taking pension wealth into account and 4 times after.33

« In 2001, a researcher examined one year of wealth data for a sample
of married households in Canada and found that adding the present
value of expected benefits from Canada’s public retirement system
substantially reduced wealth inequality. For example, before
accounting for these benefits, the wealthiest 20 percent of households
held on average 148 times the wealth of the least wealthy 20 percent;
after adding them, the wealthiest households held 6.8 times the
wealth of the least wealthy.34

The extent to which expected benefits from employer-sponsored DB
plans continue to reduce wealth disparities among future retirees in the
United States could diminish, as fewer current workers have access to
these kinds of retirement plans. We and others have reported on a
decades-long shift away from employers in the United States offering

33Timm Bonke, Markus M. Grabka, Carsten Schroder, and Edward N. Wolff, A Head-to-
Head Comparison of Augmented Wealth in Germany and the United States, The German
Socio-Economic Panel Study at DIW Berlin, 899-2017 (2017).

34Abul F.M. Shamsuddin, “Public pension and wealth inequality in Canada,” Applied
Economics Letters, 8, 315-320 (2001).
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traditional DB pension plans to DC plans as the primary type of retirement
plan.3s

Higher Household Income and Wealth Are Associated
with Living Longer in the United States and United
Kingdom for All but the Oldest Individuals

Higher household income and wealth are associated with living longer
among older individuals in the United Kingdom and United States for all
but the oldest individuals, according to our analysis of English
Longitudinal Study of Ageing (ELSA) and Health and Retirement Study
(HRS) data.*¢ These data allowed us to follow a nationally representative
sample of older individuals from each country over time and track their
income, wealth, and mortality, as well as other demographic information.
We examined the association of household income and wealth with
survival over a 10-year portion of the lifespan, which we use as a proxy
for longevity, in both countries from 2002 through 2012 among individuals

35GAO, The Nation’s Retirement System: A Comprehensive Re-evaluation Is Needed to
Better Promote Future Retirement Security, GAO-18-111SP (Washington, D.C.: October
18, 2017). Similarly, researchers at the Federal Reserve found that DB retirement plan
coverage for working age families (ages 25-54) decreased from 1989 to 2016 among
workers at all levels of the wealth distribution. Sabelhaus, John, and Alice Henriques Volz,
“Are Disappearing Employer Pensions Contributing to Rising Wealth Inequality?” FEDS
Notes (Washington, D.C.: Board of Governors of the Federal Reserve System, updated
November 7, 2019).

36ELSA and HRS are nationally representative surveys of individuals age 50 and over and
their spouses. The data are longitudinal and follow the same individuals over time and
track variables like income, wealth, and mortality. ELSA and HRS are harmonized by the
Gateway to Global Aging Data, which facilitates comparative studies between countries
using these data. ELSA includes individuals in England and does not include individuals in
Wales, Scotland, or Northern Ireland. For more information on this analysis, see appendix
V.
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age 50 and over.3” We accounted for age at the beginning of each study
in 2002 when examining the association between income and wealth and
survival because those in higher income and wealth groups were
younger, on average, and thus inherently more likely to survive during the
study period than those in lower income and wealth groups.38 Overall we
found that individuals from high-income and high-wealth households were
generally more likely to survive during the 10-year period we analyzed in
both the United Kingdom and the United States, though patterns differed

37In this report, we use the likelihood of surviving to older ages during the 10-year study
period as a proxy for longevity. In order to examine the association between income and
wealth and survival to older ages, we used survival analysis methods to estimate the
proportion of individuals in the 2002 sample alive in 2012, which are the most recent years
for which there are reliable mortality data in both the ELSA and HRS data. Although these
data are lagged, the datasets are unique in that they are representative of older
individuals in the United Kingdom and United States, respectively, and follow the same
individuals as they age, while tracking their mortality over time, as well as their income,
wealth, and other demographic information. Survival analysis is a standard approach for
measuring time to death, where time to death provides information about how long people
live, including by various economic and demographic groups. In previous work
(GAO-19-587), we examined the association between income and wealth and longevity
using 22 years of data from HRS. In this report, in order to facilitate a comparison between
the United States and United Kingdom, we have 10 years of data to analyze due to the
limited timeframe of the ELSA data. As a result, we examine survival during the 10-year
study period. Survival analysis accounts for survey respondents with complete or
incomplete longevity data and allowed us to estimate the chance of death by any given
time in the observation period. Because we observe reliable mortality data through 2012,
this analysis is a partial survival analysis. We do not observe survival over the lifetime.
Thus, the period during which we observe mortality may exhibit more disparities in survival
by different groups compared to later periods of life when disparities in mortality by
economic and demographic characteristics may tend to mitigate.

38|n our univariate analyses of the association of income and wealth and survival, we
estimated survival rates by income and wealth groups in each country within age groups,
including those age 50-59, 60-69, 70-79, 80-89, and over 90 when the studies began in
2002. In our multivariate analyses, we controlled for age at the beginning of the study in
2002 in our regressions.
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for the oldest individuals who were in their eighties and nineties at the
beginning of the study period.3®

Higher household income was generally associated with surviving to older
ages in both the United Kingdom and United States, but we observed
different patterns at very old ages, according to our univariate analyses of
income and survival (see table 1).40 In each country, individuals from
high-income households were more likely to survive during the 10-year
period than individuals from the majority of the lower household income
groups for age groups below age 80. The difference in survival rates
between the highest and lowest income groups was generally greater
than the difference in survival rates between the two highest income
groups for age groups below 80. For example, the proportion of
individuals in their fifties from high-income households alive at the end of
the 10-year period in the United Kingdom was an estimated 96 percent,
compared to an estimated 91 percent of individuals of the same age in

39We created income and wealth groups by breaking the sample into quintiles based on
their income or wealth. To determine an individual’'s place in the income distribution, we
measured their household income at the beginning of the survey in 2002. Income includes
individual and spouse earnings, family capital income, income from private and public
pensions, government transfers, and other regular payments. In previous work
(GAO-19-587), we used mid-career earnings data to determine an individual’s place in the
income distribution. We did not use administrative earnings data to measure income in
this report because we did not have this type of income measure in the ELSA data, as we
did in the HRS data, because there were limitations in obtaining available administrative
income data from the United Kingdom. We conducted sensitivity analyses to ensure that
the trends with respect to survival we saw using the lifetime earnings variable in HRS
were consistent with the household income variable at the beginning of the study. For
wealth, we used the household’s initial net worth in 2002, including the net value of
primary residence, net value of business, net value of non-housing financial wealth, net
value of secondary home residence and other property, and the total value of other
physical assets. The wealth variable is similar to what we used in prior work
(GAO-19-587). Older individuals from high-income and high-wealth households are in the
5t quintile of the income and wealth distributions, respectively. Older individuals from
lower-income and wealth households are in the lower four income and wealth groups,
respectively. The 15t quintile is the lowest income and wealth quintile.

40We used univariate survival analyses, also known as Kaplan-Meier survival analyses, to
estimate survival rates in the United Kingdom and United States by income quintiles
(groups) for five 10-year age groups. We tested that the survival rates between individuals
from high-income and lower-income households were significantly different for each of the
five 10-year age groups using Cox proportional hazard models. Our findings are based on
statistically significant differences in survival between the 5™ quintile (high-income group)
and lower four income quintiles (lower- income groups) at the 10 percent level or lower,
and where we note a lack of clear pattern between income and survival, there were not
consistently statistically significant differences in survival between the 5" quintile and
lower quintiles. A limitation of our analysis for the age 90 and older age group is that the
sample size is smaller than the other age groups, especially in the United Kingdom.
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the second highest household income group and an estimated 86 percent
of individuals of the same age from the lowest household income group.
The relationship between income and survival in each country among
those in the two oldest age groups was mixed, and we did not observe
similar patterns between household income and the likelihood of survival
over the 10-year period.

________________________________________________________________________________________________________________________|
Table 1: Estimated 10-Year Survival Rates of Older Individuals in the United Kingdom and United States from 2002-2012, by
Household Income Quintile and Age Group

Individuals from the U.K. Individuals from the U.S.
by age group (percentage) by age group (percentage)
Income quintile 50-59 60-69 70-79 80-89 90+ 50-59 60-69 70-79 80-89 90+
1st (lowest) 86 ** 76*** 48** 23 13 80*** 69*** 48** 26* 11
2nd 89*** 78*** 53*** 18** 12 88** 75%* 53*** 23%* 11
3rd 90*** 78*** 53 ** 26 34> 88 ** 80*** 61 28 4
4th 91+ 86 59 22 23 91** 85** 66 33 15
5th (highest) 96 89 64 29 0 94 88 68 32 0
Number of 3,696 3,080 2,373 1,089 111 2,580 6,893 4,475 2,252 365

Observations

Source: GAO analysis of RAND HRS and Harmonized ELSA data. | GAO-22-103950

Note: We used Cox proportional hazard models to assess whether estimated survival rates for
individuals from households in the first four income quintiles were statistically significantly different
from estimated survival rates for individuals from households in the fifth income quintile.

*** statistically significantly different from the 5th quintile at the 1 percent level.
** statistically significantly different from the 5th quintile at the 5 percent level.

* statistically significantly different from the 5th quintile at the 10 percent level.

Higher household wealth was generally associated with surviving to older
ages in the United Kingdom and United States, though patterns differed
for the oldest age group (see table 2).#' In the United Kingdom,
individuals from high-wealth households were more likely to survive
during the 10-year period than individuals from the two lowest household
wealth groups for all but the oldest age group. In the United States,

41We used univariate survival analyses, also known as Kaplan-Meier survival analyses, to
estimate survival rates in the United Kingdom and United States by wealth quintiles
(groups) for five 10-year age groups. We tested that the survival rates between individuals
from high-wealth and lower-wealth households were significantly different for each of the
five 10-year age groups using Cox proportional hazard models. Our findings are based on
statistically significant differences in survival between the 5" quintile (high-wealth group)
and lower four wealth quintiles (lower-wealth groups) at the 10 percent level or lower, and
where we note a lack of clear pattern between wealth and survival, there were not
consistently statistically significant differences in survival between the 5" quintile and
lower quintiles. A limitation of our analysis for the age 90 and older age group is that the
sample size is smaller than the other age groups, especially in the United Kingdom.
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survival rates from the high household wealth groups were higher than
survival rates for the three lower household wealth groups in each age
group except the oldest. For example, in the United States, the proportion
of individuals in their seventies alive at the end of the 10-year period from
high-wealth households was an estimated 68 percent, which was higher
than the proportion of individuals alive of the same age from the middle
household wealth group (an estimated 59 percent), the second lowest
wealth group (an estimated 53 percent), and the lowest wealth group (an
estimated 44 percent). For both countries, the difference in survival rates
between the highest and lowest wealth groups is generally greater than
the difference in survival rates between the two highest wealth groups.
For the oldest age group in both countries, we did not observe similar
patterns in the associations between household wealth and the likelihood
of survival over the 10-year period.

|
Table 2: Estimated 10-Year Survival Rates of Older Individuals in the United Kingdom and United States from 2002-2012, by
Household Wealth Quintile and Age Group

Individuals from the U.K.
by age group (percentage)

Individuals from the U.S.
by age group (percentage)

Wealth quintile 50-59 60-69 70-79 80-89 90+ 50-59 60-69 70-79 80-89 90+
1st (lowest) 81*** 68*** 43 19*** 13 80*** 66*** 44> 21** 5
2nd 90 77+ 49%* 19*** 21 90** 7gw 53w 26 6
3rd 93 84> 58 23* 11 90*** 81 59 25** 6
4th 96 85** 59 25 21 95 85** 62** 26*** 3
5th (highest) 95 90 63 32 0 95 88 68 37 0
Number of 3,696 3,080 2,373 1,089 111 2,580 6,893 4,475 2,252 365
observations

Source: GAO analysis of RAND HRS and Harmonized ELSA data. | GAO-22-103950

Note: We used Cox proportional hazard models to assess whether estimated survival rates for
individuals from households in the first four wealth quintiles were statistically significantly different
from estimated survival rates for individuals from households in the fifth wealth quintile.

*** statistically significant at the 1 percent level.
** statistically significant at the 5 percent level.

* statistically significant at the 10 percent level.

According to our analysis, other demographic characteristics were also
associated with living longer in both the United Kingdom and United
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States.#2 Similar to our analysis described above, we estimated survival
rates by demographic groups, including by gender, educational
attainment, and race, in each country for each of the five 10-year age
groups.

« With respect to gender, we found that women were more likely to
survive during the 10-year period compared to men in the United
Kingdom and in the United States.

« Interms of educational attainment, in the United Kingdom, we found
that those with less than a high school education were less likely to
survive during the study period compared to those with a college
degree or higher for age groups below age 80. In the United States,
we found that those with a high school degree or less were less likely
to survive than those with a college degree or higher for all but the
oldest age group.

« According to our analysis of survival by race, we did not observe
differences in survival between Whites and non-Whites in any age
groups in the United Kingdom over the study period in any age group.
In the United States, we observed that Whites were more likely to
survive than non-Whites among those in the age groups below age
80.

Disparities in survival in both countries between individuals from high-
income and high-wealth households and lower-income and lower-wealth
households were evident even after accounting for demographic variables
that are also associated with surviving to older ages, according to our

42\We used univariate survival analyses, also known as Kaplan-Meier survival analyses, to
estimate survival rates in the United Kingdom and United States by demographic groups,
including gender, race, and education level, for five 10-year age groups, which indicate
the 10-year age range the individuals were in when the study period began in 2002. We
tested that the survival rates between individuals of different characteristics within each
demographic, including gender, educational attainment, and race, were significantly
different for each of the five 10-year age groups using Cox proportional hazard models.
For more information on this analysis, see appendix IV.
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multivariate analysis (see app. 1V).43 Specifically, we found disparities in
survival between the high-income and high-wealth and lower-income and
lower-wealth groups after accounting for age at the beginning of the
survey in 2002, gender, race and ethnicity, and education level.#* Other
research supports the idea that income, as well as other demographic
characteristics, such as gender, educational level, and race and ethnicity,
are associated with mortality in the United Kingdom and United States.#?

Research in other selected countries demonstrates an association
between income and living longer, using similar methods as our
analysis.*¢ Using administrative income data for a cohort of older

43We used multivariate survival analyses, also known as known as multivariate Cox
proportional hazard models, to analyze the relationship between income and wealth and
survival during the 10-year period for which we have data, while controlling for related
demographic variables, including age at the beginning of the study in 2002, gender,
educational level, and race. Our results have limitations and should be interpreted with
caution. Importantly, results from the Cox proportional hazard model regressions present
correlations, not causal estimates. We report on associations and make no determination
of the potential causality of income or wealth or any other demographic variable on
survival. For more information on these analyses, see appendix IV.

44These results are based on an analysis that excluded self-reported health status from
the beginning of the survey. In our univariate survival analyses, we found that that self-
reported health status at the beginning of the survey was highly correlated with survival
during the study period. Those who reported being in poor health in 2002 were much more
likely to die during the study period than those who reported being in better health. While
some studies control for health status in multivariate survival analyses, others do not given
the close relationship between health and mortality. As a result, we conducted our survival
analyses both including and excluding measures of health. In alternative analyses, when
we included self-reported health status at the beginning of the survey in 2002 in addition
to the other demographic variables in our analysis of income, we found significant
disparities in survival across all income groups in both the United Kingdom and United
States, consistent with the other results. When we included self-reported health status at
the beginning of the survey in our analysis of wealth, we found significant disparities in
survival across all wealth groups in the U.S. and most wealth groups in the United
Kingdom. The difference in survival across the third (middle), fourth, and fifth (top) wealth
quintiles in the United Kingdom were not statistically significant when we controlled for
self-reported health status in 2002. Overall, these findings suggest that self-reported
health status is a critical channel through which wealth affects survival, as wealth and
initial self-reported health status are positively correlated.

45See A. Cairns, T. Kleinow, and J. Wen, “Drivers of Mortality: Risk Factors and
Inequality,” Actuarial Research Centre Working Paper (2021). Also see M. Barbieri
“Mortality by Socioeconomic Category in the United States,” Society of Actuaries (2020).

46Due to limitations in obtaining the available longitudinal data on income, wealth, and
mortality needed to conduct this analysis for Canada and Germany, our analysis is limited
to the United Kingdom and United States. We rely on findings from other research to
inform our discussion on income, wealth, and longevity in Canada and Germany.
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Canadians starting at age 50, researchers found a strong relationship
between survivorship and income, which were similar to the United
States, particularly among men.4” For example, they found that a man in
the top 10 percent of the income distribution had a 25 percent greater
chance of living to age 75 than a man in the bottom 10 percent of the
income distribution. In another analysis using administrative data on
income for several cohorts of older German men beginning at age 65,
researchers found that survival rates were highest for individuals in the
top 10 percent of the income distribution and declined with lower
income.*® For example, they found that the chance of surviving to age 70
for men in the top 10 percent of the income distribution was above 90
percent, which was 10 percentage points higher than for men in the
bottom 10 percent of the income distribution.

Factors Such As Education Level and Public
Retirement Benefits Are Associated with
Disparities in Income and Wealth among Older
Households in Selected Countries

Education Level, Homeownership, and Other Factors Are
Associated with Disparities in Income and Wealth among
Older Households in Selected Countries

Several factors are associated with disparities in income and wealth
among older households in Canada, Germany, and the United Kingdom,

47See K. Milligan and T. Schirle, “The Evolution of Longevity: Evidence from Canada,”
National Bureau of Economic Research Working Paper (2018). This study follows one
birth cohort, born in the 1930s, starting at age 50 and uses a measure of lifetime earnings
to measure income. This approach is similar to our analysis in prior work (GAO-19-587),
which followed a cohort of older Americans ages 51 to 61 in 1992 through 2014 across
income groups, measured as household mid-career earnings quintiles. We found that after
22 years, the proportion of those alive in the top income group (top 20 percent) was 74.4
percent, compared to 52.2 percent in the bottom income group (bottom 20 percent), a
22.2 percentage point gap in survival.

48See P. Haan, D. Kemptner, and Holger Lithen, “The Rising Longevity Gap by Lifetime
Earnings — Distributional Implications for the Pension System,” Deutsches Institut fir
Wirtschaftsforschung Discussion Paper (2017). This analysis is different from GAO’s work
in this area given that the analysis only includes men and starts at age 65, as opposed to
closer to 50.

Page 41 GAO-22-103950 Older Households


https://www.gao.gov/products/GAO-19-587

Letter

including education level, homeownership, long-term care, and
intergenerational wealth transfers.49

Education level. In each of the three selected countries and the United
States, older households that have obtained postsecondary education
tend to have higher incomes. However, the extent to which
postsecondary education shapes income disparities varies across the
selected countries. For example, research indicates that postsecondary
education plays a more substantial role in the growth of income inequality
in Germany than it does in the United Kingdom.>°

Stakeholders from both Canada and the United Kingdom said that
incomes are higher among college graduates than non-graduates. One
researcher in Canada noted the importance of postsecondary education
in shaping income attainment. Another told us that there was a linear
relationship between education and income, such that as education levels
increase, so do incomes.5" Government officials in Canada also
discussed the relationship between postsecondary education and income
disparities, particularly since job security is more challenging for those
with only a high school diploma. Similarly, stakeholders from the United
Kingdom told us that postsecondary education is a factor in disparities
between those with higher incomes and those with lower incomes. In
Germany, basic decisions about college typically start in fourth grade.52

49Measuring whether and to what extent factors such as education and homeownership
cause income or wealth disparities was beyond the scope of this report.

50F|orian Hoffman, David Lee, and Thomas Lemieux, Growing income Inequality in the
United States and Other Advanced Economies, Journal of Economic Perspectives,
Volume 34, Number 4 (Fall 2020). Additionally, the authors found that, in comparison to
European countries with large economies, education had a much larger impact on the rise
of income disparities in the United States.

51Analysis of data from the Canadian Survey of Labour and Income Dynamics for 1996
and 2006 indicates that most of the increase in senior income inequality over this period
can be attributed to increases in education levels. Tammy Schirle, Income Inequality
Among Seniors in Canada: The Role of Women'’s Labour Market Experience, Department
of Economics, Wilfrid Laurier University Working Paper (2009).

520ECD has recommended that Germany delay the age of the “tracking decision”—that is,
the date families choose an educational track that either leads to college or to vocational
training. OECD cautioned that, if not managed carefully, this practice could reduce equity
in Germany, by stratifying the educational system and fostering informal forms of
segregation between schools. In 2020, OECD reported that federal states within Germany
had taken steps to address stratification, by delaying the age of the tracking decision, and
by combining educational tracks. OECD, Education Policy Outlook: Germany (June,
2020).
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Research indicates that options for changing these decisions are limited.
This increases the risk that failure to complete an educational pathway in
Germany will entail a permanent loss of education and income.53

Our analysis of LWS data supports what stakeholders told us and
research reports, and shows a similar association between education and
income among older households in the United States. Figure 8 shows
that larger proportions of high-income older households in selected
countries completed some level of higher education.

53Fabian T. Pfeffer and Martin Hallsten, Mobility regimes and parental wealth: The United
States, Germany and Sweden in comparison, SOEPpapers on Multidisciplinary Panel
Data Research, No. 500-2012, The German Socio-Economic Panel Study at DIW Berlin
(July 2012). The authors found that although educational pathways in the United States
are not as rigidly differentiated as in Germany, cost plays a larger role in access to
education in the United States. This is in part because funding for K-12 public schools in
the United States is to a large extent based on property taxes and thus directly tied to a
neighborhood’s average home values. The authors conclude this provides incentives for
parents to move into higher-cost neighborhoods or put their children in private school.
Additionally, the authors found that high and increasing tuition costs in the United States
play a central role in the decision whether or where to attend college.
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Figure 8: Proportion o